
IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTIIITY PLANT AND
PROPERTY AND FOR INCRESES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS MOHAVE
WASTEWATER DISTRICT.

: I .  "
4.
|

.,,,Jo

10

9

6

4

8

7

2

5

3

1

KRISTIN K. MAYES, Chairman
GARY PIERCE
PAUL NEWMAN
SANDRA D. KENNEDY
BOB STUMP

COMMISSIONERS

BEFORE THE ARIZONA CORP

DOCKETno. W-01303A-08-0227

FF"n 'y I r"
4 4

r I -» ,I

..

0 00 0 0 9 7 0 1 3
cH~z,>§ner1l1 gQ181v1IssIon

I.~'»e
*sri

» *ea
J Jr

'*¢»

Arizona Cnrriciration Commission
s___' . i L

I ll I I

2:

in

'51

8: L

ND

12

IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS AGUA FRIA
WATER DISTRICT, HAVASU WATER
DISTRICT, MOHAVE WATER DISTRICT,
PARADISE VALLEY WATER DISTRICT,
SUN CITY WEST WATER DISTRICT AND
TUBAC WATER DISTRICT.
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17 STAFF'S REPLY BRIEF
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The Utilities Division of the Arizona Corporation Commission ("Staff") files its reply brief

The purpose of this Reply Brief is not to repeat every point made in Staffs Initial Closing Brief, nor

will it attempt to refute every single issue raised by Arizona-American Water Company ("Arizona-

American" or the "Company"), instead relying upon its testimony on those issues not specifically

addressed in this Reply Brie£ The recommendations ofStaff and its positions havebeen outlined in

24

25

its Closing Brief as well as its testimony. Staff will highlight some of the major points of

disagreement with the Company in this brief
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1. ALLOWING $25 MILLION OF CONSTRUCTION WORK IN PROGRESS
ASSOCIATED WITH THE WHITE TANKS PROJECT IS INAPPROPRIATE.

and the avoidance of 'rate shock' in the APS service territory."4

1

2

3 As the Staff pointed out in its Initial Brief, Arizona-American proposes to include $25 million

4 of Construction Work in Progress ("CWIP") in rate base.l There is no doubt under Arizona law, that

5 the Commission has the discretion to include CWIP in rate base.2 However, under well established

6 ratemaking principles, inclusion of CWIP in rate base is the exception, not the rule. The question that

7 needs to be asked then is does the Company meet the criteria for extraordinary treatment of CWIP.

g Staffs position is that the Company does not meet these criteria.

9 One of the few instances where the Commission has authorized CWIP in rate base was in

10 1984 when the Commission allowed Arizona Public Service Company ("APS") to include CWIP

11 associated with the Palo Verde ("PV") nuclear generating plant in its rate base.3 However, there were

12 extraordinary circumstances facing APS at that time related to the tremendous investment in Palo

13 Verde and its associated CWIP balance. Because of those extraordinary circumstances the

14 Commission was guided more by "the economic benefits to ratepayers from further CWIP inclusion

15 The Commission was apparently

16 dealing with approximately $600 million in CWIP associated with Palo Verde. From the evidence

17 presented in that case the Commission determined that inclusion of CWIP in that case would

lg "substantially reduce costs which would otherwise be properly chargeable to ratepayers."5

19 Commission viewed inclusion of some CWIP in APS' rate base to be appropriate given the

20 extraordinary circumstances in the case:

21

22

The

23

24

Even if the commission were to accept RUCO's and CREE's estimates
for the total value of Palo Verde, we are still faced with nearly doubling
APS' rate base in little over two (2) years. Unless substantial efforts
are made to phase in this tremendous investment over a longer period,
the APS service territory faces a significant potential for economic
disruption. CWIP inclusion is the logical first step for such a phase-in.
Indeed, any commission which contemplates some sort of rate
moderation program involving a post commercialization phase-in of

1 Staff Opening Brief at 6.
2 See Arizona Community Action Association v. Arizona Corporation Commission, 599 P.2d 184
(1979).
3 See In Re Arizona Public Service Company,Decision No. 54247, 64 p.U.R.4"' 147 (Nov. 28, 1984).

28 4 Decision No. 54247, at 19.
5 Id.
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5

6

plant investment (a clear violation of the 'used and useful' doctrine)
should equally consider beginning its program during the
precommercialization phase of construction, i.e., DWIP. This will
spread the increase over an even longer period of time without
accumulating the substantial level of deferred costs which ordinarily
accompanies delays in recognizing plant investment.

In consideration of the above discussion, we find that an additional
$200 million in PV-I CWIP should be included in APS' "fair value"
rate base. Although this still leaves some $400 million in PV-I costs to
be addressed upon the in-service date of that facility (as well as the
costs of PV-II and PV-III), any greater amount might tend to cause rate
shock today in an effort to avoid it tomorrow.6

7

8 This case, in tum, has none of the attributes of the APS case in which CWIP was allowed.

9 The Company, taking a cue from a series of questions posed by Judge Wolfe to Staff witness Gerald

10 Becker, cites the prospect of rate shock as a reason to depart from Commission policy of disallowing

11 CWIP in rate base.7 The inclusion of the $25 million does not raise the same concerns of "rate

12 shock" as inclusion of $200 million or $600 million over two years, the scenario the Commission was

13 presented with in the APS case. It is small wonder in the APS case that the Commission desired to

14 ameliorate the impact upon ratepayers with $600 million in rate base ultimately at issue.

15 The Commission properly addressed the Company's financial expenditure and recovery in the

16 White Tanks Decision. The Company has not met the burden of proof by demonstrating

17 extraordinary circumstances to warrant the inclusion of CWIP.

18

19

20 The Company's position on the Wishing Well Treatment Plant has changed during the course

21 of this proceeding. In its direct testimony, the Company claimed that the work done to the Wishing

22 Well Plant was "expansion" based on growth projections.8 In its rebuttal testimony, the Company's

11. STAFF'S RECOMMENDATION REGARDING EXCLUSION OF THE WISHING
WELL PLANT AS PGST TEST YEAR PLANT IS REASONABLE AND SHOULD BE
ADOPTED.

25

26

27

28

23 position was that the work for Wishing Well was to replace degraded components as well as

24 expansion.9 During the hearing, Company witness Joseph Gross testified that the work was for

rehabilitation as well as expansion.l0 The Company also testified that it was compelled to commence

6 Decision No. 5424 at 20.
7 Company's Opening Brief at 20.
8 Ex. A-1 at 13.
9 Ex. A-2 at 11.
10 Tr. 139:16-25.

3



III. INCLUSION OF AIAC AND CIAC FOR PLANT IN CWIP.

1 the work in order to meet the planning requirements established by the Arizona Department of

2 Environmental Quality ("ADEQ"). While the Company must adhere to the standards established by

3 ADEQ with regard to the appropriate planning horizon, the Company controls its selection of a test

4 year. There is nothing to preclude the Company from filing a rate case to include the Wishing Well

5 Treatment facility." Staffs treatment as post test year plant was appropriate.

6

7 The Company's argument seeking to exclude Advances in Aid of Construction ("AIAC") and

8 Contributions in Aid of Construction ("CIAC") from rate base continues to be unpersuasive. AIAC

9 and CIAC are reductions to rate base as contemplated by Commission rules and should not be

10 accorded a different rate making treatment for Arizona-American.l2 The issue of AIAC and CIAC

l l associated with CWIP was raised most recently in the UNS Gas, Inc. rate application." In Decision

12 No. 7001 l, the Commission recognized that advances are properly deducted from rate base. Staff

13 continues to recommend that the CIAC and AIAC funds that the Company asserts are in CWIP be

14 reflected in the CIAC and AIAC balances used to calculate and properly reflect a reduction to rate

15 base, regardless of its form or how it is used.14

16 I v .

17

18 The Company argues that Staffs recommendation fails to reflect current market conditions.15

19 The methods used by the Company to derive its cost of equity ignore the realities of the current

20 market conditions. The Company simply ignores the relationship between economic conditions and

21 the cost of capital.

22 I | l

23 . . .

24 . . .

25 . 1 .

26

STAFF'S COST OF CAPITAL RECOMMENDATION PROPERLY RECOGNIZES
THE CURRENT ECONOMIC CLIMATE AND SHOULD BE ADOPTED.

11 Tr. 428:5-23.
27 12 See AAC R14-2-103 Appendix B, Schedule B-1.

13 Docket No. G-04204A-06-0463, Decision No. 70011.
14 Ex. s_8 at 10.
15 Company Opening Brief at 46.
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What annual rate will constitute just compensation depends upon many
circumstances and must be determined by the exercise of fair and
enlightened judgment, having regard to all relevant facts...A rate of
return may be reasonable at one time and become too high or too low
by changes affecting opportunities for investment, the money market
and business conditions generally.l6

1 The court held in Blue field:

2

3

4

5

6 The Company seems to imply that as a regulated entity it should somehow be shielded from the

7 negative impacts of today's economy that affect its ratepayers and virtually every other business. It

8 would be unfair for the Company to claim that its risk and/or required return should be higher at this

9  t im e . Staffs cost of equity recommendation of 10% is consistent with recent Commission

10 decisions and results in the setting of just and reasonable rates, balancing the needs of the Company

11 and its ratepayers in the tradition of Hope. 18

12

13 Staff position regarding rate consolidation has not changed. Staff has reviewed Arizona-

14 American's proposal on how to best to accomplish rate consolidation of its districts.l9 If the

15 Commission wishes to consider rate consolidation, Staff would offer as an alternative to the

16 Company's proposal that it may be possible to leave the current docket open for the sole purpose of

17 rate design for consolidation purposes, and at the time the Company files its next rate application,

v . RATE CONSOLIDATION PROPOSAL.

18 move to consolidate the two dockets.

19 VI. CONCLUSION.

20

21

22

Staff respectfully requests the Commission to adopt its recommendations in this proceeding.

23

24
16

2 5 17

26

27 "the fixing of 'just and reasonable' rates, involves a balancing of the investor
Federal Power Commission v. Hope Natural Gas, 320 U.S. 571, 64

28

Blue field Water Works v. Public Service Commission of West Virginia, 262 U.S. 679 (1923).
See Docket No. G-0155lA-07-050, In the Matter oft re Application of Southwest Gas, Decision

No. 70665 and Docket No. G-04204A-06-0463, In the Matter of the Application of UNS Gas, Inc.,
Decision No. 70011 .
18 The Court stated: ..
and the consumer interests."
S.ct. 281 (1944).
19 Company Initial Brief at 51.
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RESPECTFULLY submitted this 15"' day of May, 2009.

. "l$1ott, Attorney
Ayes fa Vohra, Attorney
Arizona Corporation Commission
1200 W. Washington St.
Phoenix, AZ 85007
(602) 542-3402
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8 Original and thirteen (13) copies
of the foregoing were filed this
15"' day of May, 2009 with:
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Docket Control
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85008
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Coy of the foregoing mailed this
15 day of May, 2009 to:
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Craig A. Marks
CRAIG A. MARKS, PLC
10645 N. Tatum Blvd.
Phoenix, AZ 85028
Attorney for Arizona-American Water Company

17

Michael W. Patten
Timothy J. Sato
ROSHKA DeWULF & PATTEN, PLC
One Arizona Center
400 East Van Buren Street, Suite 800
Phoenix, AZ 85004-2262
Attorneys for the Town of Paradise Valley
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Thomas M. Broderick
Director, Rates & Regulation
ARIZONA-AMERICAN WATER COMPANY
19820 North Seventh Street, Suite 200
Phoenix, AZ 85024
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Jeff Crockett
Robert Metli
SNELL & WILMER
One Arizona Center
400 E. Van Buren Street
Phoenix, AZ 85004-2202
Attorneys for the Camelback Inn and
Sanctuary on Camelback Mountain

22

Daniel Pozefsky, Chief Counsel
RESIDENTIAL UTILITY
CONSUMER OFFICE
1110 West Washington Street, Suite 220
Phoenix, AZ 85007-2958
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Andrew Miller, Town Attorney
TOWN OF PARADISE VALLEY
6401 East Lincoln Drive
Paradise Valley, AZ 85253-4328
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26

Paul E. Gilbert
Franklyn D. Jeans
BEAUS GILBERT PLLC
4800 North Scottsdale Road, Suite 6000
Scottsdale, AZ 85251 -7616
Attorneys for Clearwater Hills
Improvement Assn.

Nicholas Wright
1942 E. Desert Greens Drive
Fort Mohave, AZ 86426-8883
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Lance Ryerson
1956 E. Desert Greens Drive
Fort Mohave, AZ 86426-8883
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Patricia Elliott
1980 E. Desert Greens Drive
Fort Mohave, AZ 86426

Ann Robinett
1984 E. Desert Greens Lane
Fort Mohave, AZ 86426-6726

3
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Keith Doner
1964 Sunset Drive
Fort Mohave, AZ 86426-6733

Wilma E. Miller
1915 E. Desert Greens Drive
Fort Mohave, AZ 86426-8802
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

5

6

Hallie McGraw
1976 Sunset Drive
Fort Mohave, AZ 86426-6733

7

8

Steven D. Colburn
1932 E. Desert Greens Lane
Fort Mohave, AZ 86426-6724

9

Tom Sockwell
Mohave County Board of Supervisors
1130 Hancock Road
Bullhead City, AZ 86442-5903
DOES NOT WISH TO RECEIVE COPIES
FILINGS MADE BY ANY PARTY IN
THIS DOCKET10

Dennis Behmer
1966 E. Desert Greens Lane
Fort Mohave, AZ 86426-6724

11

12

13

Carole MicHale-Hubbs
21511 North Limousine Drive
Sun City West, AZ 85375-6557
Attorney for Property Owners and
Residents Association

George E. & Patricia A. Cocks
1934 East Shasta Lake Drive
Fort Mohave, AZ 86426-6712
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET
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15

PROPERTY OWNERS AND
RESIDENTS ASSOCIATION
13815 East Camino Del Sol
Sun City West, AZ 85375-4409

16

Raymond Goldy
1948 E. Desert Greens Drive
F011 Mohave, AZ 86426-8883
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET17

Andy Panasuk
1929 E. Desert Greens Lane
Fort Mohave, AZ 86426-6725
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Thomas J. Ambrose
7326 E. Montebello Avenue
Scottsdale, AZ 85250-6045

20

Rebecca M. Szimhardt
1930 E. Desert Greens Drive
Fort Mohave, AZ 86426
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

21
Ikuko Whiteford
1834 Fairway Bend
Fort Mohave, AZ 86426-6726

22

23
Jacquelyn Valentino
5924 S. Desert Lakes Drive
Fort Mohave, AZ 86426-9105

Don & Liz Grubbs
5894 Mt. View Road
Fort Mohave, AZ 86426-8862
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET
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25
Mike Kleman
5931 S. Desert Lakes Drive
Fort Mohave, AZ 86426-9105

26

27
Marshall Magruder
P.O. Box 1267
Tubae, AZ 85646-1267

Joe M. Souza
1915 E. Desert Greens Drive
Fort Mohave, AZ 86426-8802
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET
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Boyd Taylor
1965 E. Desert Greens Drive
Fort Mohave, AZ 86426-8884
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET
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Louis Wilson
1960 Fairway Drive
Fort Mohave, AZ 86426-8873
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET
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Betty Noland
2000 Crystal Drive
Fort Mohave, AZ 86426-8816
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET
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Shannon Ramsay
1952 E. Desert Greens Drive
Fort Mohave, AZ 86426-6724
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET
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